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ESTTDMATED CONSEQULNCES OF POSSIHLE US COURSES OF
ECONOMIC ACTION WITH RESPECT TO CHINA

SUMIARY

Although China iz basleally agricultural and relatively self-sufficient,
the commercial amd industriel ecomomy of tho urban areas is responsive %o
oxbernal economic influenses. In addition, the ambitious progrem for ecow
ninic dovelomment vhish the Cormmnists hope %o launch in the mear fubture will
rmake them vulnerable to mensures vhich would deny access to esgenbis) items -
of ioth a continuing and a non-recurring nature.

fosuming that witimate US objectives with respect o China muat in-

volve either a degree of economic coaroion inhibiting China's ability to
reconstruct and develop its econdmy; or a jcurse of ection aimed ultinctely
at aligment of China as a Western slly, certain coursea of aetion night

be applicable, On the side of coerecion, the most feasible and effechive
would probably be a system of export controls which would primarily represent
an extensior of the system now employed to retard development of the Soviet
war potential.- ‘hus controls would become applicable to Chine, as a pre-
suaptive ally of the USSR to the extent that China would (a) itself be
- atrengthened as-a Soviet ally, and (b) be in position to transship strategic
materials %o the USSR, Hence, the preceni restriciions placed upon the

USSR and 1Us European satellites would generally apply to China, nlug & -
restriction against such commodities as cotton ard petroleum vhich are ifwe
portant, contimuing requiremenic of China's urban economics. The cffectiven
ress of such controls would be in large measurs dependent on the cooperation
of other non-Communist nations in observing them. To the extont that they
21loved cormodities end services restricted by the US to be made availahle

to Cnina, the US might derive noie of the benefits but all of the disadvantages
inherent in a restrictive economic poliey.

Certain other methods primarily aimed et coercion, such ag an embargo,
discouragement of Americen-flag shipping and US airline contocts with China,
or withdrawal of US citizens, present qifficultiecs which make them scem ime
praotiesl in application to the problem. '

~ hotions mrimarily aimed at the eventual alipgrment of China as a Wasthera
ally would, to a considerable extent, be the reverse of thogo discussed above,
On the theory, for oxample, that ultimte Sing-US friendship and the wliim te
econoile depsndence of China on the US would best be encouraged through un-
inibited trade, restrictions might be relexed, and goods not of immediate
slrategic importance to the USSR might be freely sent to China. Such & policy,
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houover, vould not nocoacarily bo racognized by the Chinese as a gesture
of friendrhip, beonuse the US ection wonld be intorproted oo incpired only
by profits to Le derived £ron the Chinn tyade. Honetholeds, gince in (inme
hina wil)l s tly in noed of foreipn capital, evontunl extensiocn of US
doslatencs In the form of public or grivate crodit might ho of gome effast
in gecuring Corrainict coquicsconce in Westorn objeotives.
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_?_.: General Considerationa,

Any economle noves directed by the US asainet Comnist China
would vrenumbly be part of the peneral US effort to restrict the
var-moldng votential of the USSR, In the foresesable future, .
hovever, Chinn®s ccononie role in adding to Soviet strysngth would be
linited to such strategic naterials as 1t could itself fornish to
the USSR, and those that it conid nbtein elsevhere for transshivment
to Soviet«doninated areas. In deternining the consecuences of any
narticular modee of agtinn that nmight be adopted with recnect to

' Gom uniot China, a major consideration ia the extent of cooperation
vith the US thut can bs expected from alte native non-Comnunist ’
sonrcos of supply for easential gnnda, services, and credit, Sueh
cooper:tion would prodably de hard to  gain, espeecially fron such
nelghhoring Asiatic powere as India whrse attitude toward the new
Chinese povernment does not necessarily parallel that of the US,
and wvnssibly Lrom the UK whose cesire for trade with the nev China
has becn manifested on several occesinns, To the extent that thesa
or other non-Conmunist countries night swpnly connodities and services
that China would otherwlse obtain from the US, the ‘United States might
reap all tho disadvantagec of o reetriative nolicy and obtain none
of the ndvaniagec. China can, of course, obtain aeeBed naSerials
from the USSR and the Sovist rroun, but nnt, a8 of present writing,
in aleoquateo quantity or quolity to nmeet mont of China's roequirements,

A further considerabion irn detarmining tho consequoncas of
particular actions in the fi0ld of itrade and commerce results from
the digtinction between the sconomic nseds of agrarian and wban
China. Agrorion Chins, selfesufficient at a lovw lovel of oconomie
aetivity, will be cotparntively little affected Dy cxterncl aconomic
influcncens that mignt Yo brought to hear by the Western Povwers. Sinco
agriculture ic the basia of tho countrys economy, the Chiness Commu
nists can probably survive the extended application of extornal eco-
ROMiG Prassures. :

The commereisl and industrisl ccomemy of the cities, Bowever,
is responsive to external economic influences, while the avowed
interests of the Cormnisis in promoting econonic development
rénder then vulnerable to neasures which night deny access to
vressing industrial requirements. Railroad rolling stoci:, noter
vehicles, nining nachinery, elec ric power senerators, and ather
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industrial equipment will be urgently naeded, ZEven hmore important, be-
cause they constitute non-deferable reouirements, are such items as pet-
roleun and row cotton, which nust bhe Innorted on a continui;g basis

to naintain industrial cctivity and enployment in the ¢ities. The
political sunport af the i{ndustrial vroietariat in the key nort

cities of China depende in large part on Com unist success in

obteining these essential imports.

1

[

" then the Chingse Com-nunists embark in faet as well as in
propasanda on an ambitious program of economic development (sometime
after 1952), Ohina will be faced with increasing reauirements for
key industrial ecuipment and cubstantial foreign capitel and will thug
become more vilnerable to externsl economic Presoures., :

,
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2. Poasible 1B Coursen of Action.

It ic assmed that U5 econemic coursec of action taken with respoet

to China will bo aimed eithor at impediny the progress of the Chinege
Comadist regine or at ultinately aldgeing 1% with the Viestern Poviors.
Ofton, hovever, actions aimed at oither objoctive may prove to be basically
sirdlar; with their effcct in one diruetion or the other depeumdent only on
6 change of emphasis. Thus, a £lesible program of export contrals could
bo aimed, on the oms hond, at inhibiting, or onm the other at permitiing
progress towaxd the reconmstructlon and development of Chinals ecomomy.
Furthor a courso of action designed to impair the Chiness cconomy could,
in the ovent of China's disillusionment with the USSR, by foreing China
tgﬁp complete economic dependence on the BSR, resuit in effective vecricuta-

(274 9% . .

8. Actions Alrmsd at Impedine the Prorress of the Chinese Coavanist Henima.

In considering snch of the following possible courses of action,
the econoric and political consequences cof the sction will be discussed
first and the problem of feasibility last,

(1) Complete Embarro of US Trade :ith China,

{a) Kconomiec consequ.nces. In the postrar period, chout
half of China's import trade and rore than one-~fifth of iis export trade
has been with the US.t/ & complete embargo of U5 trade with China, there-
fore, would bhe at least partially damaging te China's efforts at
econoric reconstruction. ‘

(b} Political conseguences. In the short run, the mzjor
political consequences of a complete embargo vwould be te¢ reinforce
Commurist China‘s pro-Sovist orientation, In addition, such an action
would Jlend substance to the Chinese Communiszt charme that the US is the
"bitter eneny of the Chiness people.”

(e) Peasibility, Domesticaliy, such an cmbareo could he
authorized by act of Congress or by Executive Orders which would cover
such {ields as fund-freezing and the halbting of exporits through & tipht
administration of export controls. Since China trade constitutes only
oome 2 percent of total US foreipgn commercs. the action vicuid not be
seriously damaging to the domestic economy. To be effective, however,
guch an embargo would require active cooperation on the part of other noa--
Commuiist nations which are aliernstive suprliers to and buyers from the
Chiness market. It is estimated (see (3) below) that such cooperaticn

7,

“In the period prior to world War II, by comparison, the US supplied epproxi-
mately one-fifth »f Chiuva's imports and took one-fourth of its cxports., This
was & proportion aigher than that of any other singie couniey )
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woid probably Le Jimited to trade in vwar materials. Last, a complete
entargso is an action of greater severily than any presenlly arpiied by the
U5 to the USSR and a step that is usually resorted to only in a situation
Juct short of war,

(2) Acplication of fxport Contrels on US Shipments to China,

{(a) Icono.ic conseguences. Export conlrols would be most
effective in relation to those commedities ifor which the US and US-occupied
arcas are princinal sources of suprly.

(tocds now subject Lo expori controls include many iters
o# iachinery and equipment which the Comuunists might require for ecoporic
reconstruction and development. In terms of curreant Chinese naeds, controls
over non-recurring items of indusirial equipment would ve at least as ’
effective as those commodities necded to satisfy non-~deferable continuing
industrial reauiraements, such as cotion and retroleunm,

v

T‘ Chinese Communists' most important non-deferable
industrial requiresrent 195G will be raw coiton. To maintain even half-
capacity opcratlon of tne coastal c<otton mills, China »ill have to import
over a half-million hales of cotten in 1950, Interdiction of Chinat's
foreign sources of raw cotion would cut deerly into the cperaiion of
China's most importart manufacturing indusiry and present the Comvmnists
vith a major unemployment rroblen in k2y urban arcas. Since the other
colton-exportineg countries of the world have generally committed most of
their surpluses for 195G, China's prospects for importing cotion, excoept
from the US, are limited.

i
in

The interdiction of China's supply of petroleum would
sirnificently reduce the current operating CuPFClbY of that country’s
deuSury and transportation. Althoush petrolews is not & "high strategic!
(1~A) iter, effective cooperation on petrolcum shipmenis can Le expected
from other major non-C¢nunist sourses.

{(b) Political comsecquences. A tight US export control
progran, supported vy other non-Commnist pemers, would comyel China to
seek the machinery and eguipment reqguired for econornic reeconsiruction
and development from the Soviet blce. Over the leng run, such controls
mirht serve to impair Sino-Sowiel reiations, as the Chinese became in-
Lfed? ing Jy/dissillusioned over the quality and guantity of imports fron
the USSR.E

. .
-
4

There zre indications that the Chinese are zliready dissatislied with
Soviet deliveries of gasoline and machinery.
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within China, the msjor political conscguence probably
vould be to increasse the urban pepulation's dissatisfactic. with the
Conmunist regime. Soms of the early enthusiasm for the "l:iberators” cf
Sharghal is alreedy being dampened as interdiction of impciris by the
Halionalist blockade brings unemployment to many workers and difficult
s labor and production problems to Chinese, as wnell 28 foreipn,usinessmen.
Lxport controls, parbicularly d rected at such ron-deferable items as
cotton, would prolong unsatisfactory economic conditions in urban ereas.

Altrourh an export control program, like a trade embarge,
sould make the Gonmunists®! anti-US propaganda more convineing, a control
orogram viculd permit a belter US counber-propagonda case. On the strength

of the Corrmnists! own claing, the US would e treating the Chinese Con-
maniot regine an a wenver of the Soviet hloe. ord amyr responaibility fox
. U3 cxport controls on shipments to China would thereforc devolve on the

Chinese Govermmond.

(c)  Fegsibility. The experiencs and administrative organizabion
developed by the US in Yicenzing exports 1o the USSR and Lo satellite
countii‘ies would facilitate the task of orgenizing an sxport control
program directed at Communist Chima, Although uyrior decisions are re-
quired regarding the nuaker of items to be licensed and the ouantities of
selected commodities to he jermitted for "normal" or “minimum? eivilian
roaquirements, no difficuliy is enticipated which could serionoly Impoir
the adminigtrative {easibility of an export control program. In embarking
on such a program, however, the US could expect manimum effect only to
the extent that other countrics would mot agree to neet Chinals requirements.
The cooperalicn of other majcr Western nations could probably be obttained
in controlling shipments of highly strategic poods to China.

(2) Inaugurstion of Positive Action to Cbtain the Cooperation of
Uther Non-Communist Nations in the Implemantation of Leonomice
Sanctions Arsinst Chinz.

{a) Heonomic conaequences. Ccoperaticn on thne part of other
non~Sonmnist na‘tiong in the interdiction of goods and sarvices needed by
the Chinese Communists for reccistruction and developmont which are not
available from the Soviet bloc would sericusly inhibit both China's
econemic recovery and its progress toward industrialigzetion.

(b) Political consequences. As in the cases of US embzrgo
or export control, such cooperaticn would reinforce Communist Chine’s rro
Soviet orientation, Further, such coopsration viould be represented in
Cormunist propaganda chiaxses as an alliance of the entire “imperialists
werld in en anii-Chinese blo=,

_ . (c.} Fgasibilg’_.&y&. It i ag.:par-'snt, on the basis of U3 ex-
perience thus far, that voluntary and vigorous cooporation on the vart of
non~Cormunist nations in thc iwplementation of tight controls over goods.,

' CANEERCA TI A
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gervices, or credit for China will probably be difficult if not impossible
%o obiain. The US might ewert political or economic fressure to force
“eooperation.” lowsver, if such cooperation were inconsistent with the
gelf-interests of these couniries, US security objectives of at lesst equal
importance elsewvhore in the vorld, would probebly be jeopardized.

(4) Discourage fnmerican Flag Shipping from Cnlling at_Chinoge
Porig. .

(2) Economic_conseguences. Since essontial inports into
China are not derendent upon the availability of Rmerican-flag vessels,.
the economic gffect on China of en embargo on U3 shlpping would bo
negligible.

: To be effective, therefore, a ahipping enbargo would
require the cooperation of other maritime mationg,

{b) Political comsequonces. A US shipping embargo would
deprive the US of whatover prestige mipht ascorue from US vegsels appesps
ing in Chinese ports and would furnish the Cormmmist -regine vith a propa~
gandr. weapoa for the intensification of anti-US sentimeuts. Since a US
ambargo would have 1litilo positive effect on Chimals trading poeition and
an effective embargo would vequire setive cooperation by other maritime
powersy; a direct consequenne of this course of action might be dimsorimi-
nation agoainst US shipping interests.

(c) Foapibility. A US shipping embargo ageinst China, while
sdrinistratively possible, would be logieally undertaken az part of a
general US trade embargo (see "1 above) and the feasibility of such a
course of action is dictated by the same considerations which gpply to tho
feasibillty of that course of actlon.

(5) Discourags US Aixline Contaeta with Chipa.

{a) Ecomomic conmsequences. Two types of airline operations’
are relevant to this discussion: (1} B8 international eirlines, such as
Northuest and Pen imerican, and (2) US private intercsts in Chinese
domeatic airvays. US restrictions on internationsl airline gervice o
Chine would have negligible econormic conseguences for the Chinese Cormunlsats.
Chima's limited requirements for guch international transportation fecilitios
could largely e met by Soviet bioe and non~Commnigt alrlines, Among the
latter are Britich Commonwealth, French » Duteh; Philippine, and Norwegisn
airline services in the Far Taut, '

While the Chinese Comminist regine undoubtedly would
benefit by having additiona). domestic air trangport facilitiens, iy is
estimted that the equipment and trained pereonnel nov available are
adequate "o meet present Chinese requirementg.

2/ Although one-third of the tonnage eatering and cleasring the port of
Shanghai in 1948 wag of US regletry, a sizeable proportion of the Ireighnt
carried by these ships was BCA CITEo.
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{b) Political consequences. The politicel and, \n this
case, military consequencas of US discouragement of zirlinz nepotia-
tions with Communist China are mors significant in terms of US azeurd By
interests than are the "economic consequences. Hiitarily, failure to
discourage US airline gctivitiss could mean an addition to the Cliinese
Comrunist air potential, as & result of US assistance in maintaining
air and communication facilities and the training of 2ir snd ground
psrsonnel, Politically, however; it could be tc the uwltimate dis.
advantepe of the UL if the whole ovgenization of Chinese airways were
left to Sovist or other exploitstion — a developmsnt which would be
the probable consequence of official discouragement of US svietion
interests in negotiations with Communist China,

(¢) Feasibility. The US has direct control over US
international airlines and inerewould thus oe no problem in prevent-
ing US airline service to China. Althovgh the US has no direct con~
trol over US interssts in Chiness domestic airways, the US wmight
{1) prevent, by imeediate presuptive action, additional Chinese air-

. eraft of partial US ommership from defecting to the Communist regims,
and (2) hinder, through export controls; the axtensive dovelopmant of
Chinese domastic aviatieon,

(6) Withhold All Credits, Official and Private, from China.

(a) Economic consequences. The sconomic consequénces
of denying US credits to China wouwld be slight during 1950, The demand
for short-term credits in the immediats future will neot be large and
can be met Ly the Soviet bioc or non—-Communist countriss. HNeverthe-
loss, limitding Chinats access to dollar exchenge uight havs some un-
favorable effect on China’s commerce by directing it toward relatively
- dieadvantageous trade by bartsr. COChina‘s industries, primarily the
textile industry, whose operations depend on imports of raw materiale,
would also suffer from a lack of dollar exchange.

China will not nead long-term credits in substantisl
amountz until the Communists are prepared to embark on their planned
economic development program, scheduled to begin in 1952. Chinafs
roquirenents for ecredits at that time probably will be greater than
the Soviel bloc will be able or willing to meet, and this fact could
onhance' the bargaining position of the US,

‘ (b) Political consequences. The refusal of US business=
men and banks to arrangs shori~term icans to finance imports into China
w2y aggravats Sine~U3 relations, and result in the further withdrawal
of ‘U3 intereste from China. Further, the Chinese Commwnists could be
expected o tlaim that US action in withholding import--firnencing credits
was tha reason far intemmal econcmic distmess. The political consequences
of withhelding US official and private long-temn credits to China would
probably be small, since Lthe pogsibility for such credit has already
heon publiely cisecounted by the Commmrnisis,
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(c)}) Feasiovility. The US i5 in no way commiting to extend
credits to Communist China, and the Communist regime hes sta'zd that it
dogs not, and cannol; sxpscit credits from the US. It is clsav t‘r.at Hhn
U5 neod take no action to discourage long~term private creditc cnd in-
vestiments in China at this time, since privale investnents m.lt rot be
made under axisting political and economic conditions. It may be some-
whet difficult; but still fezasible, however, to prevent the Chinese
Communists from receiving certain short~term credits, espocially those
custonarily granted in trade transactions, since the continued opera-
tion of US firms and banks in Ching may depend on their ability to
f:nance imports on bsholf of the Communist Government. A US policy
of withholding long-jerm credits in the future, however, would not
significantly inhibit “hina’s economic development unless the coopera-
ticn of such possible alternative sovrces of credit as the UK, Belgium,
and Switzerland couvld be socurad,

(7) Encourage 411 US Citizens to Withdraw from China,

(a) bconomic consequences, kven if the US could success—
fully withdraw 21) Apericans from China, the sconomic consequences %o
the Chinesz Communists would be slight. Only in exceptional cases
would it Le impossible to roplace US citizens'! professional and
managerial services with those of other naticnalities,

(b) Political consequentes. The withdrewal of US citizens
from Chine would deprive the US of a msans for the possible counter-
action of anti-US propaganda and a means of preserving US prastige.

The refusal or reluctance of many US citizens to leave China despite
official US pressureswould, of course, diminish the prestige of the
U5 Goveramsnt and would be exploited by Chinase propagands.

v (¢) Feasibility., The only means at thé disposal of
the US Governmesnt for reducing the numbar of private Americans in
China are (1) official requests that US citizens leaves, and (2) re-
fusal to provide pasgports valid for China. Thus far, official
requests have had little efrect, as evidenced by the relatively
few fmericans who took advantage of special evacuation facilities nress
vid.ed in Septemvar 19LY. By requiring all forcigners %o have "Exif

Permits" bsfore leaving China, morsover, Communists could exert con-
smarable pressure %o pravent the departurd of any American per-
forming & function useful %o the reginme. Although US refusal to
isgsue passports velid for China would have little immeedizte effect,
this appears to be the only official action the US could take to
reduce the numbor of Americans in China over the long run.
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o Actlons Taken io Align ths Chinese Cormunist Rempime b Fae
Hepbern Toverg. '

(1) Epcouragement of Trade with China.

(a) Economic consegquences. The effsctivencss of U8 comerd
conlrols over scme non~deferable cormodities required by the Chiness e
Gusirial econcmy may ¢iminish with the maasage of ﬁ:i:u:e.-"t/ Thus, bargaining
povwer accruing to the US through such export contrels may rrove cf limited
duration. The US, nonetheless, might mrintain considerabie 1 verags Ly
offering %o relax controls on such noi-recurring items as steel railia,
locomotives, railway bridging, cosl-mining machinery, power-generabing uwnits,
arnd repair-~ghop equipment on & guid pro mio baslis, since these items would
contribute significantly to the Commmist progran of econonic develepment,

In conjumctficn with a poliecy of relaing export sontrois o
the US could adopt perallel measures to allow an expension of Japant!s trade
with Chinn, which, becauise of %the conplenentary charactor of %he Chinere and
Japanese economies, would offer imzn-ess%'.rfa economic advantagea to the Chinese
Communists as well as to the Japarese. :

(b) Politicel consequences. Relmmiion of US export controls
would prove incffectual as a nmeens of realigning the Chiness Commnists ab
present, since Communigt propagsnda Linlds thas 1S caplialiatr have an over-
riding interest in amassing profits by maintaining the Chinz frade. This
view (hat the US in nore interested inn cormerce between the tuo couniries
than ip.China, would e relnforaed by eny kesty US encovragonent of frada.

.y‘

T the relaxation of trade controls can be at all effective
in realignine the Chinesc Cormunisty, it will only be afier a demonstyation
that the US iz mot compciled %o trade with Chinz in order to preserve
Plmericsn profita.? WYhen the Chinese Communiste becoms dielllupgionsd with
Geliveries {rom Soviet gources, Hho relavation of IS qontrsis may he more
readily accepied os a token of friendship for the Chinese people rather than
as a manifestation of U8 Tprofitearing.t

{e) Fepsibility. Yo serious adminictvative difficuliies would
render measures to encoursge trade with Chirs unfeasible, Since such a progesn
could be implemented by a more liberal reviey of applications for export
licenses rather than by the corplete sholition of export controls, ths new
ro,lics-‘, by and iarge. would require contihvation of already existing procedures
and the present cerefiul serutiny of such important determinantas ss the Tead~
use! of itemg destined for expert to China,

4/ With roferente to raw cotton, for example, future Chinese cotion harvests
may prove more fevorable than the barvesi of 1549.

5/ The Japencse narket repreaents the only feasible and significant outled
for such Chinese exports as coal; salt, and iron ore. In addition, Ching
must Jook o Jfapan as the cheopoct zowrze of 2 large proportion of iks
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(2), Encoursgement of kmerican Flog Shinping Coataots with
Sommanizt Ching.

{a) Economic conseausnces. Opportunities extended to the
Commznintas for expanding their trade with tha US, vather than thz services
of American~fing vessels per se probably would prove of greater aigniiicance
in US efforts %o renlign tne Chinese Coumunista with the Weat.

(b) Eolitical conseguences. The movement: of American~fiag
vessels in and out ol Chinese horbora would provide an i wortant contoct
vith the Communist regime and would effectively advertise Sino=US trade.
Incouragement 2% the American merchant marine's pardicipation in the China
trade, while only a corollary of the normalization and development of that
trade, would be desireble, from the realipnment vieupoind, in the contects
that 1t would provide.

(¢) Feagibility. Either the cessation of the Uationalipt
blockade of Cihinese Corramist portes or US naval escort of Armerienn~flag
shipping mst be acgumed, if US shipping contacts are %o be encouraged.
Other US action would involve 1iGtle more than the formality of giving such
contecha officisl epprovel,

(3} l:‘;nccum;zement',of US _Airline Coniacts with Chine.

(a) Economic eonsequences. Economically, US airline contacts
with Commmist Chin. would be of little value in themselves as levers for
reallmment, although they would provide additional contacts througn which
%o work to that cud.

(b) Politionl consscuenceg. US official puidance of aisn
negotiations should welgh the advantages of US participation in the dovalop-
rent end mairterance of Chiwna's air facilities against the digadvaniages of
possible additione to Chinese Communist nmilitesy potential thet might accrue,

Jus® ag US airline contects with Commaaist Chima nond Hhe
Americon merchent marine's participation in the Chins trade do not s of thame
selven, offer lovers for realignment, neitber do thoy comnit the US to a
rolicy of realigument and the contaeds provided eculd be of velue irrespsctive
af such a policy.

{c) Feagibility. There would be no problem in implementing a
policy of cneovraging US airline contacta with China.
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(4) _Provinion of Foreign Evensnse for Ching.

(2) Economis conseguences. Because Chiunals foreign exchange
rooerves are small, and because oxports and other sources of foreig: ex-
change are expecied to continue well under prewar levels, the Commmmisis
will he extremely short of dollars for may yeers. Ay measures by which
whe US could inerease China®s earnings or supply of foreign exchange, there~
fore,vould be of materdal essistance, Although short~term credits ave
avallsble from such countries as the UK, Belgium, and Suitzerland, the
availability of long~texm US Govermment or private credit mey be vital to
the guccess of China's future program for ccomomic developanenie

(b} Politicsl copgegquenges. The granting of US Goverrment
credits Yo China at this time probably would conatrain the Comammiste %o
moderate thelr virulent anti~US propagenda. Such a tactieal shift, how-
ever, would not reflect any genuine change in the Chinese Comrmunists' PO
Soviet and anti-US orientation. Indeed. the exisnaion of US eredits to China
in the immediste future mighi serve %o réenforce Sinc-Soviet “*friendahip,"
gince such action would lesaen the eccnomie difficuliies which threaten that
friendship, If the Chinere Communists were constanily tantalized ty tho
pogsibility of obiaining US ecredits, however, such a proaspsst -— combined
with disidlusion over the unavailebility of Sovlet creditg —- might conati-
tule & signiflcant pressure for resligament et some future date,

(¢) Feagibility. &S dollisr exchange could be made aveilsble
v Chirn by two methods. The first is the oxtension of public and/cr yivete
credit, Vhile the US could exiend officisl credits to China, if this were
deemed %0 be in the nationsd interest, extension of private long-teoa credits
to China vould depend on the attractiveness of investment im Chine as well as
the exrtent to which the US would underwrite such investment.

The gecond messure vhereby the US could assist Chine in
bullding up foreign exchange holdings would bLe the eaging of tariff{ admini-
stration on Chinose imports. At present no unditly hargh administrative com
Yrols are imposed Ly the US on imporie from China, Hovever, any diseriminaiory
davice that might be imposed in the implementation of & harsh ecomopic policy
(6.8. overevaluation of inports for duty assesament) could, of cource, be
eased at any time, in the event of an overwsll shifi in the US approach to the
Chinege Comrmmista,

CONFIDENTIAL

o 11 -

Declassified in Part - Sanitized Copy Approved for Release 2013/03/05 : CIA-RDP78-01617A000800250001-5



De___
AS. Sop e

CONFIDENTIAL: swoaer 30

MENRANDUM FOR HOLDERS OF TM-264,

SUBJEGT: Correotion in IN-26Z

~

1, Holders of IN-264 are requested to make this correction on all
coplag:
* Ingert tho following sentence to replace the second gentence of the
gecond paragraph of section (2) (a) on page 4:
) “ln terms of current Chinese needs, controls over those com-
modities needed %o satisfy non-deferable, comtinuing industrial

requirements, such as cotton and petroleun, would be at least as

! effective as controls over goperegurring items of industriel equipe '
ment "
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